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SUBJECT: Autonmatic External Defibrillator Credit

SUMVARY

This bill would allow a credit equal to the anpunt paid or incurred for the
purchase of an automatic external defibrillator (AED). The credit could not
exceed $500 per taxable or incone year.

This bill also would require the Departnent of General Services to determ ne the
feasibility of purchasing and installing AEDs in state buildings. This provision
is not discussed in this analysis as it does not inpact the prograns adm ni stered
by this departnent.

EFFECTI VE DATE

The bill would becone effective January 1, 2001. However, the bill specifies
that it would apply to taxable or incone years beginning on or after
January 1, 2000.

LEG SLATI VE H STORY

SB 911 (Stats. 1999, Ch. 163) provided qualified imunity fromcivil liability
for trained persons who use in good faith and wi thout conpensation an AED in
rendering energency care or treatnent at the scene of an emergency. The
qualified inmmunity al so extends to those businesses that purchased the device,

t he physician who prescribed the device, and the agency that trained the person
in the use of the AED. The imunity does not apply in cases of personal injury
or wongful death resulting from gross negligence of willful or wanton

m sconduct .

BACKGROUND

An AED is a nedical device that is used to adm nister an electric shock through
the chest wall to the heart after soneone suffers cardiac arrest. Built-in
conputers assess the patient's heart rhythm determ ne whether the person is in
cardi ac arrest, and signal whether to admi nister the shock. Audible cues guide
the user through the process. Portable AEDs are avail able upon a prescription
froma nedical authority. An AED costs about $3, 000.
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SPECI FI C FI NDI NGS

Exi sting state and federal |laws allow a taxpayer to deduct expenses paid or
incurred in the ordinary course of a taxpayer’s business. Generally persona
expenses are not deducti ble. However, certain personal expenses are deductible,
such as charitable contributions, nedical expenses, home nortgage and certain
student loan interest, and taxes. |In the case of personal incone taxpayers,

medi cal expenses paid during the taxable year for nedical care of the taxpayer
hi s spouse, or a dependent (including anmbunts paid to acquire nedically necessary
equi prent) are deductible as an itenm zed deduction to the extent these expenses
exceed 7.5% of adjusted gross incone.

Exi sting state and federal |aws provide various tax credits that are designed to
provide tax relief for taxpayers who nust incur certain expenses (e.g., child
care credit) or to influence behavior, including business practices and deci sions
(e.g., research credits).

This bill would allow a credit equal to the anpunt paid or incurred for the
purchase of an AED. The credit could not exceed $500 for the purchase of an AED
during the taxable or incone year. Any credit in excess of tax could be carried
forward indefinitely.

Pol i cy Consi derati ons

This bill would raise the follow ng policy considerations.

Conflicting tax policies come into play whenever a credit is provided for
an expense itemfor which preferential treatment is already allowed in
the form of an expense deduction. Since the purchase of an AED is
deducti ble as a nedical expense under existing law, this new credit woul d
have the effect of providing a double benefit for that expense item On
the other hand, nmaking an adjustnment to deductions in order to elimnate
t he doubl e benefit creates a state and federal difference, which is
contrary to the state's general conformty policy. |In the case of a one-
ti me expense deduction, the reduction of that expense would not create an
ongoi ng di fference.

The credit would be all owed regardl ess of whether the AED was used inside
or outside California.

This bill does not specify a repeal date or |imt the nunber of years for
the carryover. Credits typically are enacted with a repeal date to all ow
the Legislature to review their effectiveness. However, if an unlimted
credit carryover is allowed, the departnment would be required to retain
the carryover on the tax fornms indefinitely. Recent credits have been
enacted with a carryover limt since experience shows credits are
typically used within eight years of being earned.

| npl enent ati on Consi derati ons

The bill specifies that it would apply to taxable or income years begi nning
on or after January 1, 2000. However, SB 1761 is neither a tax |evy nor an
urgency bill, thus making its effective date January 1, 2001. Accordingly,
the bill would be retroactive as it allows a credit for purchases made
before the effective date of the bill
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FI SCAL | MPACT

Departnmental Costs

This bill would not significantly inpact the departnent’s costs.

Tax Revenue Esti mate

Based on the data and assunptions bel ow, revenue | osses are estimted as
foll ows:

Esti mat ed Revenue | npact
Taxabl e/ 1 ncone Years Begi nning After Decenber 31, 1999
Enact nent Assuned After June 30, 2000

Fi scal Years
(In MI11Iions)
2000-01 2001-02 2002- 03
-$2 -$3 -%$4

Thi s anal ysis does not consider the possible changes in enpl oynent, persona
i ncome, or gross state product that could result fromthis neasure. Also,
this analysis only reflects expenditures for AEDs used within California.

Tax Revenue Di scussi on

The revenue inpact of this proposal depends on the nunber of taxpayers
purchasi ng AEDs in any given year, qualifying costs, and the tax liability

| evel s of claimants. Recent advances in technol ogy have given rise to a new
generation of defibrillator that is smaller, lighter, nore affordable and
easier to use. The average cost of these AEDs is $3, 500.

Estimates were devel oped with information fromthe | eadi ng AED vendors,
nanmely Agilent Technol ogi es, Laerdal Medical Corporation, and SurVivaLink.
The nunber of new automatic external defibrillators placed in service in
California during 2000 is projected to be 7,500. Due to the 1999 passage of
SB 911 that provides imunity fromcivil liability to any persons using AEDs
or entities providing AEDs, subject to specific criteria, and the success of
recent | awsuits against thene parks and airlines not supplying AEDs to
customers who died as a result, sales of AEDs are expected to expand
significantly. Nationw de sales of AEDs from 1996 to 1999 show a | arge

i ncrease in the nunber of AEDs sold nationwi de. As a result, an AED growh
factor of 25% was applied for each year included in this revenue anal ysis.

The inmpact for the 2000 tax year would be on the order of $2 million and was
conmputed using a total of 4,500 new AEDs. The total AED nunber does not
i ncl ude the | arge percent of new AEDs that will be used by government

entities such as police, and therefore not eligible for the tax credit. The
al l owabl e total AEDS were then nultiplied by the credit limtation of $500,
a nodest incentive effect due to the credit, and an assuned average credit
usage rate of 80%for the first year with the remaining credit carried
forward
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